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EXECUTIVE SUMMARY
ARIZONA WATER COMPANY

DOCKET NO. w-01445A-07_0238

Arizona Water Company ("AWC" or "Company") filed an application with the Arizona
Corporation Commission ("Commission") on April 12, 2007, asking for authorization to increase
its possible indebtedness under its line of credit from $28,000,000 to $32,000,000

As of April 30, 2007, the outstanding line of credit balance was $8,450,000 The rate on
new advances will carry a maximum initial rate of 8.00 percent, and these advances will be taken
after the Conlmission's approval of the application through June l, 2008. The Loan Agreement
requires principal to be repaid by November 30 of any given year, but in practice, the principal is
rolled over into the subsequent year 's borrowing against the line of credit. After the draw
periods, the Colnpany's intention is to repay the amounts borrowed against the line of credit by
issuing long terr bonds

AWC is an Arizona corporation that owns and operates a water utility business in various
areas of the state. The purpose of AWC's request is to finance future construction including
arsenic treatment facilities, expanded water facilities, maintenance of reliable water service to its
customers, and reimbursement of monies actually expended from the Company's treasury for
these purposes

Staff concludes that increasing the credit line as requested in the application is warranted
so that AWC can perform the work outlined in its 2007 Construction Budget and replenish its
working capital by recovering monies already spent on capital improvements

Staff also concludes that increasing the credit line as requested in the application is lawful
and within AWC's corporate Powers, is compatible with the public interest, would not impair its
ability to provide services and is consistent with sound financial practices

Staff recommends approval of AWC's request for authorization to increase its potential
borrowings under its line of credit instruments
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Arizona  Wate r Company
Docke t No. W-01445A-07-0238
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In tro d u c tio n

O n  Ap ril 1 2 ,  2 0 0 7 ,  Ariz o n a  W a te r C o m p a n y ("AW C " o r "C o m p a n y") file d  a n
a pplica tion with the  Arizona  Corpora tion Commis s ion ("Commis s ion") a s king a uthoriza tion to
in c re a s e  its  a u th o rity to  b o rro w u n d e r lin e  o f c re d it in s tru me n ts  fro m $ 2 8 ,0 0 0 ,0 0 0  to
$32,000,000 and to extend the  authorized borrowing period from May 31, 2007 to June  1, 2008.

Public  Notice

Notice  of a  financing applica tion was  published in The  Tucson Citizen on April 16, 2007,
and in The  Arizona  Business  Gazette on Ma y 3, 2007. The  a ffida vits  of publica tion a re  a tta che d
to this  report a long with a  copy of the  Notice .

Background

AWC is  a  Cla ss  "A" Arizona  public se rvice  corpora tion, organized unde r subchapte r "C"
of the  Inte rna l Re ve nue  Code , tha t provide s  pota ble  wa te r s e rvice  to cus tome rs  loca te d in
Cochise , Coconino, Gila , Maricopa , Nava jo, P ima , P ina l and Yavapa i Countie s  in Arizona .

P rior Commis s ion  Approva ls

On June  26, 2002, the  Commission issued Decis ion No. 64996 which authorized AWC to
e nte r into a  Line  of Cre dit a gre e me nt with Ba nk of Ame rica  Arizona  ("Ba nd< of Ame rica " or
"Ba nk") in a n a mount not to e xce e d $11,500,000 a nd a n e xpira tion da te  of June  1, 2003. On
July 25, 2003, De cis ion No. 66104, a uthorize d a n incre a se  of the  a mount to 315,000,000 a nd
extended the  expira tion da te  to June  1, 2004. On October 5, 2004, Decision No. 67274, extended
the  expira tion da te  to August 1, 2005 with no increase  in the  authorized amount, On September
9, 2005, Decis ion No. 68118, extended the  expira tion da te  to May 31, 2006, and increa sed the
a mount to $21,000,000 On Ma y 5, 2006, De cis ion No. 68694, a uthorize d the  is s ua nce  of
$25,000,000 of debt to repay exis ting advances  under its  Line  of Credit, re tire  its  exis ting Se rie s

bonds in the  amount of $400,000 and to fund or re imburse  monies a lready expended for various
ca pita l proje cts . On Augus t 29, 2006, the  Commis s ion is s ue d De cis ion No. 68918 which
a uthorize d AWC to e nte r into a  loa n a gre e me nt with Ba nk of Ame rica  Arizona  for a  line  of
cre dit through J une  l, 2007, not to e xce e d $28,000,000 a t a n inte re s t ra te  not to e xce e d the
Bank's  reference  ra te  minus 0.25 percentage  points .

Purpos e  and Des cription of Propos ed Financing

AWC proposes  to seek a  loan modifica tion or new loan agreement which will increase  its
authority to borrow unde r the  line  of credit from $28,000,000 to $32,0()0,000. More  specifica lly,
the  purpos e  of AWC's  re que s t is  to fina nce  future  cons truction including: a rs e nic tre a tme nt
fa cilitie s  a nd e xpa ns ion of its  wa te r fa cilitie s  in orde r to ma inta in a nd continue  re lia ble  wa te r
s e rvice  to its  cus tome rs  a nd to obta in re imburs e me nt of monie s  a ctua lly e xpe nde d from the
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Company's  trea sury for the se  purposes . AWC anticipa te s  repaying the  principa l amounts  owed
through the  issuance  of long te rn debt and inte rna lly genera ted cash flows.

AWC se e ks  the  Commiss ion's  a uthority to e xte nd its  e xis ting line  of cre dit with Ba nk of
Ame rica  to a n a mount not to e xce e d $32.0 million a nd to e xte nd the  time  pe riod from J une  l,
2007 (a lready expired) to June  l, 2008.

The  unpa id principa l ba la nce  of a ll a dva nce s  ma de  unde r the  line  of cre dit will be a r
interes t during each ca lendar month under one  of three  ra tes  depending on the  timing and amount
of the  dra ws . AWC ma y choos e  be twe e n one  of thre e  options : (1) the  Ba nk's  Re fe re nce  Ra te
minus  0.25 pe rce nta ge  points , (2) a  fixe d ra te  to be  de te rmine d by the  Ba nk, or (3) a n inte re s t
ra te  compute d us ing a  formula s  ba s e d on the  London Inte rba nk Offe re d Ra te  ("LIBOR"). As  of
June 6, 2007, the  ra tes  under the  three  options  were  as  follows .

Option 1: Refe rence  Ra te  le s s  0.25%: 8.00 %

Option 2: Fixed Ra te  on amounts  not le s s  than $500,000 for pe riods  of 30, 60, 90,
120, 150 and 180 days :
a . 30 days  = 6.62%
b. 60 days  = 6.34%
c. 90 days  = 6.36%
d. 120 days  = 6.37%
e . 150 days  = 6.37%
f. 180 days  = 6.38%

Gption 3: LIBOR Ra te : LIBOR on a mounts  not le s s  tha n $500,000 for pe riods  of
30, 60, 90, 120, 150 and 180 days :
a . 30 days : 5.32000 + 1.0 = 6.32000%
b. 60 days : 5.34000 + 1.0 = 6.34000%
c. 90 days : 5.36000 + 1.0 = 6. 36000%
d. 120 days : 5.37000 + 1.0 = 6.37000%
e . 150 days : 5.38000 + 1.0 = 6.38000%
f. 180 days : 5.38475 + 1.0 2 6.38475%

Enginee ring Ana lys is

The  S ta ff Engine e ring Me mora ndum is  a tta che d. S ta ff re vie we d the  ma te ria l cos t
es tima tes  of AWC's  cons truction budge t for 2007. S ta ff concludes  tha t AWC's  cos t e s tima tes  in
the  cons truction budge t appea r rea sonable . S ta ff makes  no "used and use ful" de te rmina tion in
this  proce e ding. Tre a tme nt of the  propos e d pla nt improve me nts  for ra te -ma king purpos e s  is
deferred to a  future  ra te  proceeding.

1 The formula is the LIBOR divided by the sum of 1.00 minus the Reserve Percentage. The components of the
formula are defined and discussed in detail in the 2002 Loan Agreement.

2.

3.

1 .
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Financ ia l Ana lys is

S ta ffs  a na lys is  of this  propose d tra nsa ction is  ba se d on a udite d fina ncia l s ta te me nts  a t
December 31, 2006. The  newly requested debt authoriza tion represents  a  tota l potentia l increase
in borrowing of $23,550,000. The  Compa ny e xpe cts  to use  $18,000,000 of the  incre a se  for its
2007 Construction Budget as  shown be low.

$32,000,000

$ 8,450,000
$23,550,000

Tota l requested LOC
Less :
Amount outs tanding a t 4/30/07
Net Potentia l Increase
Less :
2007 Construction Budget
Ava ila ble  for Working Ca pita l

$18,000,000
s 5,550,000

The  a tta che d S che dule  GTM-_ s hows  s e le cte d a ctua l a nd pro Ronna  fina ncia l informa tion
including the  ca pita l s tructure  a nd ra tios  for de bt s e rvice  cove ra ge  ("DS C") a nd time s  inte re s t
e a rne d ("TIER").

Capital Structure

As of De ce mbe r 31, 2006, AWC's  ca pita l s tructure  cons is te d of 6.5 pe rce nt short-te rm
debt, 33.6 pe rcent long-te rm debt, and 59.9 pe rcent equity. A draw down of the  entire  proposed
$32 million cre dit line  would re s ult in a  pro forma  ca pita l s tructure  compos e d of 22.3 pe rce nt
short-te rm de bt, 27.9 pe rce nt long-te nn de bt a nd 49.8 pe rce nt e quity a s  shown on S che dule
GTM-1 .

Interest and Debt Service Coverage

Sta ff a lso e xa mine d the  e ffe cts  of the  propose d fina ncing on the  TIER a nd DSC ra tios .
TIER re pre se nts  the  numbe r of time s  e a rnings  will cove r inte re s t e xpe nse  on long te rm de bt.
The  TIER grea te r than 1.0 means  tha t ope ra ting income  is  grea te r than inte re s t expense . DSC
re pre s e nts  the  numbe r of time s  inte rna lly ge ne ra te d ca s h will cove r re quire d principa l a nd
inte re s t payments  on long te rm debt. A DSC grea te r than 1.0 indica te s  tha t ope ra ting cash flow
is  sufficient to cove r debt obliga tions .

AWC had a  TIER of 11.11 and a  DSC of 17.31 as  of December 31, 2006. The  pro forma
TIER a nd DS C re sulting from fully dra wing down the  propose d $32 million cre dit line  a re  1.94
and 3.03, re spective ly. The  pro Ronna  DSC shows tha t AWC would have  adequa te  cash flow to
mee t a ll obliga tions .

Compliance

There  are  no outstanding compliance  de linquencies  for the  Company.
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Staff Conclusions and Recommendations

S ta ff conclude s  tha t a u thoriz ing  the  line  o f cre d it fo r the  purpos e s  s ta te d  in  the
Company's  applica tion is  reasonable  and appropria te .

S ta ff conclude s  tha t borrowing unde r the  line  of cre dit is  for la wful purpos e s , is  within
AWC's  Powers  a s  a  corpora tion, is  compa tible  with the  public inte re s t, is  cons is tent with sound
fina ncia l pra ctice s  a nd will not impa ir its  a bility to provide  public se rvice .

The re fore , S ta ff recommends  approva l of the  Company's  applica tion for authoriza tion to
e nte r into a  loa n a gre e me nt with Ba nk of Ame rica  Arizona  for a  line  of cre dit, through June  1,
2008, not to exceed $32.0 million. S ta ff furthe r re commends  tha t the  inte re s t ra te  on the  $32.0
million line  of credit not exceed the  Bank's  re fe rence  ra te  minus 0.25 percentage  points .

S ta ff furthe r recommends  authorizing AWC to engage  in any transaction and to execute
any documents necessary to effectuate  the authorizations granted.

Sta ff further recommends tha t one  copy of executed loan documents  be  filed with Docke t
Control, a s  a  compliance  item in this  case , within 90 days  of the  decis ion in this  matte r.
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Schedule GTM-1

Selected Financial Data

12/31/2006 Pm Forma

1

2

3

Operating Income
Depreciation & Amort
Income Tax Expense

$ 7,097,860
5.726.476
3.156.731

$ 7,097,860
5.726.476
3.156.731

4
5

Interest Expense
Repayment of Principal

923.272
0

4,780,908
0

(b)

6 TIER

[1 +3] + [5]

8
[1 +2+3] + [5+6]

Cash Coverage Ratio

[1 +2+3] + [5]

g Short-term Debt $7,800,000 $32,000,000 22.3%

10 Long-term Debt $40,000,000 33.6% $40,000,000 27.9%

11 Common Equity $71,388,102 59.9% $71,388,102 49.8%

12 Total Capital $119,188,102 100% $143,388. 102 100.0%

(a) This assumes that the entire $32 million credit line is drawn down

(b) Interest is imputed on the K and L series bonds at their coupon rates (8.04% and 6.3% respectively)
and on the $32 MM revolver for the entire year at the maximum possible rate (8%)

S:/AR/FINANCING ANALYSIS AwC.xls/Schedule 1
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Cezar Dur of, being first duly sworn deposes and says:
that he is the Legal Advertising Representative of the
TUCSON'S NEWSPAPERS COMPANY, a corporation
organized and existing under the laws of the State of
Arizona, and that thesaid TUCSON'S
NEWSPAPERS PUBLISHING COMPANY pints and
publishes the Arizona Daily Star and Tucson Citizen,
daily newspapers printed and published in the City of
Tucson, Pima County, State of Arizona, and having a
general circulation in said City, County, State and
elsewhere, and that the attached

STATE OF ARIZONA)
COUNTY OF PIMA)

was printed and published correctly in the entire issue
of the said Arizona Daily Star and Tucson Citizen on
each of the following dates, to-wit:

Subscribed and sworn to before me this<§.;
'9®('T1

Notary Public
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Tucson, Arizona
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Ed Carlise , be ing firs t duly sworn, upon oa th deposes
and says : Tha t of the  Arizona  Bus iness  Gaze tte , a
newspape r of gene ra l circula tion in the  county of
Maricopa , S ta te  of Arizona , published weekly a t
Phoenix, Arizona , and tha t the  copy here to a ttached is  a
true  copy of the  advertis ement published in the  sa id
paper on the  dates  indicated.
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INTEROFFICE MEMORANDUM

FROM :

GARY MCIVIURRY
PUBLIC UTILITIES ANALYST IV

DOROTHY HA1ns , p.E. 9 H
UTILITIES ENGINEER

SUBJ ECT: AP P LICATIO N F O R AUTHO RITY TO E XE C UTE  A NE W LOAN
AGREEMENT OR AMENDMENT TO AN EXISTING LOAN AGREEMENT
AND THE DELIVERY OF A P ROMIS S ORY NOTE IN CONNECTION
THEREWITH FROM ARIZONA WATER COMP ANY DOCKET NO. W-
01445A-07-0238)

DATE : JULY 19, 2007

Arizona  Water Company ("Conlpany") filed this  financing applica tion on April 12, 2007, to
extend its  line  of credit not to exceed $32,000,000 to be utilized, in part, for payment of the
construction of improvements and additions to the Company's arsenic treatment facilities within
the State of Arizona.

The  Company's  sys tems are  in compliance  with the  water quality requirement of the  Safe
Drinking Water Act per Arizona Department of Environmental Quality's  ("ADEQ") memo to
Engineering. (See attachment.)

TO:

Staff has  reviewed the  Company's  construction budgets  for the  year 2007 and its  specific
projects in order to evaluate the construction projects for this financing request. These projects
and their budgets appear to be reasonable and appropriate. Staff recommends the acceptance of
the Company's projections and analysis.



Sys temNam e PWSID# Compliance Sta tus! Drinking Wa ter Meets
MCL Standardsz

Ajo 10-003 No Ma jor Deficiencies Yes
Apache Junction 11-004 No Ma jor Deficiencies Ye s

. .  3
Arlzona  C1 11-008 N/A N/A
Bis bee 02-001 No Maj or Deficiencies Yes
Casa Grande 11-009 No Ma jor Deficiencies Yes
Coolidge 11-014 No Ma jor Deficiencies Yes

11-003 N/A N/A
Lakes ide 09-003 No Ma jor Deficiencies Ye s
Mia m i 04-002 No Ma jor Deficiencies Yes
Oracle 11-019 No Ma jor Deficiencies Yes
Overgaard 09-004 No Maj or Deficiencies Yes
Pinetop Lakes 09-018 No Ma jor Deficiencies Yes
P inewood 03-002 No Ma jor Deficiencies Yes
Rancho Roy o 13-114 No Ma jor Deficiencies Yes
Rim rock 13-046 No Ma jor Deficiencies Ye s
San Manuel 11-020 No Ma jor Deficiencies Yes
Stanfield 11-012 No Ma jor Deficiencies Yes
Sedona 03-003 No Ma jor Deficiencies Yes
Sierra  Vis ta 02-004 No Ma jor Deficiencies Yes
Stanfield 11-012 No Ma jor Deficiencies Yes
Superior 11-021 No Ma jor Deficiencies Yes
Tierra  Grande 11-076 No Maj or Deficiencies Yes
White Tanks 07-128 No Ma jor Deficiencies Yes
Winkelma n 04-003 No Maj or Deficiencies Yes

;

Attachment

DEQ Compliance  S ta tus
By Arizona  Wa te r Compa ny Divis ion

Note s :

(1) "No Maj or De ficiencie s" means  tha t the  facility is  in comple te  compliance  with
the  Sa fe  Drinking Wa te r Act wa te r qua lity requirements . "Ma j or De ficiencie s"
means  the  facility poses  a  public hea lth hazard, or which s ignificantly impa irs  the
opera tion and re liability of the  wa te r sys tem.

(2) "Yes" means  tha t the  wa te r sys tem is  currently de live ring wate r, which does  not
exceed any maximum contaminant leve ls  ("MCL") and mee ts  the  wa te r qua lity
s tandards  required by Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.

(3) System is  class ified as  an inactive  non-public system, there fore , ADEQ is  not
re gula ting it.


